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The Anthem Community Council ("Anthem") hereby submits its Initial Post-Hearing Brief2]

22

23

24

1.

BACKGRCUND

Arizona-American Water Company ("AAWC" or the "Company") is a wholly-owned

subsidiary of American Water Works Company, Inc. ("American Water").' American Water is the

26 largest, as measured both by operating revenue and population served, investor-owned water and

25

27

28
1 Direct Testimony of Paul G. Towsley, Exh. A-3 at 1.

1



1 wastewater utility company in the United States? In 2007, American Water generated

2

3

4

5

6

7

8

9

10

approximately four times the operating revenue of the next largest investor-owned company in the

United States water and wastewater business In addition to AAWC, American Water owned

regulated water and wastewater utilities in 19 other states in 2008.4 Approximately 83.3% of

American Water's 2008 operating revenue from its regulated water utilities was generated from its

seven largest states, as measured by operating revenues.5 The following table, which appears in

American Water's Form 10-K tiled with the Securities and Exchange Commission for the period

ending December 31, 2008, sets forth American Water's operating revenue and number of

customers as of December 31, 2008 for the states where American Water's regulated subsidiaries

provided services:'

11
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18

19
T Includes data from our operating subsidiaries in the following states: Arizona, Georgia, Hawaii, Iowa, Kentucky,

Maryland, Michigan, New Mexico, New York, Ohio, Tennessee, Texas and Virginia.

21

22

23

20 Notably, the table reflects that revenue generated from the activities of AAWC is merely included,

along with revenues derived from 12 other states, in the category of "other."

AAWC is now requesting that the Arizona Corporation Commission (the "Commission")

allow an increase in water rates for its customers residing within the Anthem Water District of

approximately 82% and an increase in wastewater rates for its customers residing within the24

25

26

27

28

2 American Water Works Company, Inc. Form l0~K for tIle period ending December 31, 2008, Exh. Anthem- l7 at 3.

3 rd.

41d at 10.

5 Id

6 Id.
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9 of 2010.9

i t

Anthem/Agua Fria Wastewater District of approximately 61%, based on a calendar 2008 test year.7

AAWC's proposed rate increases would translate into a monthly increase in the average Anthem

Water District residential bill of $27.43 (from $33.33 to $60.76) and into a monthly increase in the

average Anthem/Agua Fria Wastewater District residential bill of $31.96 (from $52.12 to $84.08).8

By any standard or measure, these increases constitute "rate shock" in a community that already

pays some of the highest water and wastewater charges in the State of Arizona and whose residents

are struggling financially during this recession. On June 21, 2010, the Arizona Republic reported

that the number of foreclosures in the Anthem community quadrupled during the first five months

Further, the Anthem Community Council was forced to write off 305 homeowner

10 association accounts totaling $433,608.19 in May due to the financial circumstances of those

homeowners resulting from the recession.'° It is against this backdrop that AAWC's claim of gross

12 unfairness to American Water, as its sole shareholder," must be scrutinized and it is against this

backdrop that Anthem respectfully submits the following resolution(s) for the issues discussed13

14 below.
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17 A. Introduction.

18 Anthem is proposing several rate base adjustments set forth in this Section II, including

19 several alternatives for resolving the Pulte refund issue and a recommendation regarding the

20
reduction of the rate base allocation of the Northwest Treatment Plant book value to the

21
Anthem/Agua Fria Wastewater District.

22

23

24

25

26

27 June 21, 2010, available at

28

7 AAAWC's Final Rate Design Schedules.

8 These numbers were derived from information set forth in AAWC's Final Rate Design Schedules and Staffs Final Schedule JMM-2 and are based
upon on the average monthly bills for Anthem residents with 5/8 inch meters using a stand-alone rate design and assuming that a typical 5/8 inch
residential customer of the Anthem Water District has a median usage of 8,000 gallons and a typical 5/8 inch residential customer of the
Anthem/Agua Fria Wastewater District has a median usage of 7,000 gallons.

9 Betty Reid, Anthem Foreclosures Increase at Rapid Rate, Arizona Republic,
http://www.azcentral .com/news/articles/20l0/06/2l /20 l0062] anthem-tOreclosure-ratehtml#ix710s DiyK7Q0.

101d.

ll Rebuttal Testimony of Paul G. Towsley, Exh. A-4 at 10.
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1 B. The $23.3 Million in AAWC's Post-2005 Refunds to Pulte Should Be Permanentlv
Excluded from the Rate Base and Denied AnV Related Ratemaking Recognition.
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The combined fair value of the Anthem Water District and the Anthem/Agua Fria

Wastewater District rate base determined by the Commission in AAWC's last rate case affecting

Anthem was $56.4 million." For the current 2008 test year, AAWC is requesting significant

increases in rate base, including a 36% increase for Anthem residents from the 2005 test period

rate base, which arises from the March 31, 2008 $20.2 million refund payment (the "2008

Refund") made by AAWC to Pulte Corporation ("Pulte") pursuant to the Agreement for the

Villages At Desert Hills Water/Wastewater Infrastructure, dated September 28, 1997, between

Citizens Water Resources ("Citizens"), as predecessor in interest to AAWC, and Del Webb

Corporation, as predecessor in interest to Pulte, as amended (the "Infrastructure Agree1nent").'3

The Infrastructure Agreement requires AAWC to pay to Pulte approximately 100% of developer

advances in aid of construction ("AIAC") through a series of payments, including a $3.1 million

refund in 2007 (the "2007 Refund" and, together with the 2008 Refund, the "Disputed Refund

Payments"), based upon the number of residential or commercial units connected to the Anthem

water and wastewater facilities in a given year.

In its Pre-Hearing Memorandum, attached hereto asExhibit A and incorporated herein by

reference, Anthem demonstrated that the Commission should (i) permanently exclude from

AAWC's rate base, and (ii) deny any associated ratemaking recognition of the Disputed Refund

Payments relevant to this rate case because the Infrastructure Agreement has never been duly

approved by the Commission as required by Arizona law and by the express provisions of the

Infrastructure Agreement itself." The following is a brief summary of Anthem's legal analysis as

set forth in its Pre-Hearing Memorandum. First, Sections 40-301 et seq. of the Arizona Revised

24

25

26

27

28

12 Arizona Corporation Commission Order 70372, Docket No. WS-01303A-06-0403 at 56.

13 Direct Testimony of Dan L. Neidlinger, Exh. Anthem-1 at 3-4. Amendments to the Infrastructure Agreement include the Letter Agreement, dated
November 24, 1998, the First Amendment to Agreement for Anthem Water/Wastewater Infrastructure, dated May 1, 2000, the Second Amendment
to Agreement for Anthem Water/Wastewater Infrastructure, dated September 1, 2000, the Third Amendment to Agreement for Anthem
Water/Wastewater Infrastructure, dated December 12, 2002, and the Fourth Amendment to Agreement for Anthem Water/Wastewater Infrastructure
dated October 8, 2007 (the "Fourth Amendment").

14 hi the Company response to Anthem data request 2.2, Company witness Towsley acknowledges that the Commission has never issued a
decision approving the Infrastructure Agreement. Exh. Anthem-4.
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1 Statutes ("A.R.S.") permit public service corporations to issue stocks, stock certificates, bonds,

notes and other evidences of indebtedness that are payable more than 12 months from the date of

issuance only when authorized by, and on terms consistent with, an order of the Commission. Any

stock, stock certificate, bond, note and other evidence of indebtedness issued without a prior valid

order of the Commission is void.5
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In a Tenth Circuit case ruling on the issue of  whether a loan commitment could

7 appropriately be termed a "security" under federal law, the court stated that: "The term 'evidence

8 of indebtedness' is not limited to a promissory note or other simple acknowledgement of a debt

9 owing and is held to include all contractual obligations to pay in the future for consideration

10 presently received. In this instance, the Infrastructure Agreement reflects the contractual

l l obligation of AAWC to repay in the future, funds that Pulte's predecessor in interest provided to

12 AAWC's predecessor in interest to acquire and construct Anthem's water and wastewater facility.

13 Further, in Decision 70372 the Commission acknowledged that AAWC secured its repayment

14 obligations to Pulte through the issuance of two letters of credit in the respective amounts of

15 $20,266,122 (representing the 2008 Refund) and $6,742,041 (representing the 2010 Refund)

16 respectively.'" Therefore, because the terms of the Infrastructure Agreement set forth AAWC's

17 liability for its long-term indebtedness to Pulte, evidenced and secured by AAWC's issuance of

18 letters of credit, the Infrastructure Agreement clearly fits within the purview of A.R.S. §§ 40-301 et

19 seq. and the Disputed Refund Payments are void for want of the requisite prior Commission

20 authorization.

21

22

23

Similarly, AAWC and its predecessor failed to secure the Commission's prior approval

pursuant to A.A.C, R14-2-406 of the Commission's rules and regulations. As further described in

Anthem's Pre-Hearing Memorandum, A.A.C. R14-2-406 governs the terms of main extension

24 agreements, requires the Commission's approval of all main extension agreements, and prescribes

25 a ten percent/ten year refund formula as a guideline for the refund of AIAC. A.A.C. R14-2-406

26 does allow for alternative refund arrangements if, however, prior Commission approval of the

27

28 15 US. v. Austin,462 F.2d 724, 736 (1081 Cir. 1972) (citingKeller v. City ofSeranton,49 A. 781, 782 (1901), andNelson v. Wilson,264 p. 679, 682
(1928).

5
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refund arrangement as required by A.A.C. R14-2-406(M) has been obtained. If prior Commission

approval is not obtained, then advances made under the provisions of an unapproved agreement

"shall be immediately due and payable to the person making the advance."'7 In this instance,

where the refund structure set forth in the Infrastructure Agreement is substantially different from

the guideline set forth in A.A.C. R14-2-406(D), and the requisite prior Commission approval was

not obtained, there is a question of what regulatory action and ratemaking treatment is now

appropriate since virtually all of the funds advanced under the Infrastructure Agreement have

already been refunded.

Anthem submits that the appropriate means for resolving this question and the issue related

10 to the lack of Commission approval under A.R.S. §§ 40-301 et seq. and A.A.C. R14-2-406 is to

(i) exclude from AAWC's rate base, and (ii) deny any associated ratemaking recognition of the

Disputed Refund Payments. Anthem's proposed treatment of the Disputed Refund Payments is

particularly appropriate in light of both the December 4, 2001 Commission Staff Report and the

Commission's June 5, 2002 Decision No. 64897,"8 which express a concern that the Infrastructure

Agreement contains "unequal refunding structures ... that may be inconsistent with the

Commission's standards." Further, AAWC's unapproved and unusual refund arrangement has

produced significant unintended, but perhaps known, consequences. In that regard, the Minutes of

the Regular Meeting of the Board of Directors of Arizona-American Water Company on July 18,

2005 demonstrate that AAWC was aware that the accelerated build-out of the Anthem community

ten years" ahead of schedule could require the Disputed Refund Payments to become due in 2007,

with payment of the Disputed Refund Payments showing up in AAWC's rates to Anthem

customers years in advance of the dates indicated to the Commission in the 1998 CC&N

proceedings." Exhibit S-2, attached hereto as Exhibit B, originally f iled in the 1998 CC&N23

24

25

26

27

28

16 Commission Decision No. 70372 at 39, Section 7 of the Fourth Amendment.

17 Approval also was not obtained for a "waiver" or deviation from A.A.C. R14-2-606(C)(5) which requires that all funds advanced for sewer and
wastewater infrastructure which are not refunded within five (5) years from the date of advance become contributions in-aid-of construction. For a
further discussion of A.A.C. R14-2-606, see Exhibi t A at 23 .

18 Docket Nos. WS-03454A-00-1022 and WS-03455A-00-1022.

19 Decision No. 64897 at 6 citing the Staff Report at 3;

20 Examination of Charles Enoch, Tr. 721:18-22, Docket No. WS-01303A-06-0403.

21 Exp. s-1 at 2.
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1 proceeding, shows that the Commission was led to believe that (i) the average increase in Anthem

Water District rates over 1999 rates would not exceed 14.50% through 2008, and would not exceed

3 37.40% through 2013, and, (ii) the average increase in Anthem Wastewater District rates over

4 2000 rates would not exceed 7.30% through 2008, and would not exceed 12.17% through 2014.

2

5 As a consequence, it is reasonable to conclude that the Commission might not have approved the

6 rates initially authorized for Anthem water and wastewater customers, had it realized the

7 magnitude of future rate increases necessitated by the refunding arrangement and formula provided

8 for in the Infrastructure Agreement which were not supported by any economic feasibility analysis.

9 Anthem's proposed permanent exclusion of the Disputed Refund Payments from rate base

10 and the denial of related ratemaking recognition are intended to address the aforesaid "unintended

consequences"

12 proposal to exclude $23.3 million of the Disputed Refund Payments from rate base is set forth on

13 Schedule Anthem Legal-l and Schedule Anthem Legal-2, which are attached hereto asExhibit C.

14 c .

11 dilemma. The financial impact of the Commission's acceptance of Anthem's

Elo If the Commission Does Not Disallow All of the Disputed Refund Payments, Other
Adjustments to Rate Base Should Be Made.

z
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15

16

17

18 In Decision No. 70372, the Commission's comments indicated that although the payment

19 of the Disputed Refund Payments had not been alleged to be imprudent or improper in that case,

20 the Commission's determination on the matter was not intended to have any dispositive bearing on

21 the issue in any subsequent case filed by the Company." Anthem believes that now is the time to

22 raise the issue of the reasonableness of the Disputed Refund Payments and that the burden of proof

1. Any portion of the Disputed Refund Payments that cannot be shown by
AAWC to be reasonable and proper should be permanently excluded from
the rate base and denied any related ratemaking recognition.

23 in that regard is on the Company.

24 AAWC has suggested that because the Disputed Refund Payments relate to water and

25 wastewater facilities that have been used and useful for approximately ten years, the entire $23.3

26 million in Disputed Refund Payments should be fully included in rate base and fully accorded

27

2 8

22 Decision No. 70372 at 43 .

- 7 -
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related ratemaking recognition." However, because of the impending significant rate impact on

Anthem residents and the controversy regarding the legality of AAWC's obligation to make the

Disputed Refund Payments, Anthem believes that AAWC should not be allowed ratemaking

recognition of the payments related to the Infrastructure Agreement without first proving that the

Disputed Refund Payments are reasonable and proper. Again, the record in this case and the

record in previous AAWC rate cases indicate that the Disputed Refund Payments may not be

reasonable and that the Infrastructure Agreement "includes unequal refunding structures, cost caps,

priority services, and penalties that may not be in line with [the] Commission's standards.

Further, the Minutes of the Regular Meeting of the Board of Directors of Arizona-American Water

Company on July 18, 2005 indicate that (i) AAWC was aware that Citizens agreement to reftuid

100% of developer-funded development costs deviated from the usual practice of developers to

include approximately 50% of development costs in home prices, and, (ii) AAWC's obligation to

refund 100% of such development costs was a result of "great competition" among prospective

water and wastewater providers to win the Anthem project."

It is patently unfair and against the public interest to saddle the customers of a public utility

with Disputed Refund Payments originating from an allegedly "private" agreement where the

parties thereto had no public accountability and unfettered discretion to negotiate self-serving

terms to the substantial detriment of unprotected third-party ratepayers. Therefore, consistent with

Decision No. 71410, any portion of the Disputed Refund Payments that AAWC is unable to prove

to be reasonable and proper should be permanently excluded from rate base and from related

ratemaking recognition."

2.22

23

Alternatively, the Disputed Refund Payments could be temporarily excluded
from rate base and related ratemaking recognition in order to mitigate rate
shock.

24 When evaluating rate shock, both the magnitude of the percentage increase and the dollar

25

26

27

28

23 See Direct Testimony of Paul G. Towsley, Exh. A-3 at 10,

24 SupraFN 18, for a further discussion, seeExhibit A attached hereto.

25 Exp. s-1 at 2.

26 In Decision No. 71410, Docket Nos, W-01303A-08-0227 and SW-01303A-08§0227, the Commission denied the inclusion of "estimated,
unsupported costs" where the Company, who had the burden of demonstrating that plant was used and useful, was unable to provide known,
measurable costs. Decision No. 71410 at 26.

8
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1 impact must be considered." If, for instance, a 100% increases equates to only a few dollars per

2 month it is unlikely that rate shock will occur. However, with respect to the Anthem residential

3 customers, the Company's requested $27 per month increase in average residential water bills and

4 requested $32 per month increase in average residential wastewater bills, for a total increase of $59

5 per month, if approved, would have a significant financial impact and accordingly should be

6 viewed as rate shock."

7 One logical approach to mitigate the rate shock, proposed by Anthem witness Mr. Dan

8 Neidlinger, is to remove the water and wastewater plant and related accumulated depreciation

9 associated with the 2007 Reftuid and the 2008 Refund from plant in service for purposes of

10 ratemaking in this proceeding. The net plant would be "parked" or deferred and then transferred

l l into plant in service ratably over the five year period of 2009 through 2013, with the transfer of

12 40% or $8 million of the aggregate 2007 Refund and 2008 Refund to plant in 2010.29 Accordingly,

1.3 it is conceivable that the Company could be earning a return on this portion of the refund by the

14 year 2012, depending on the filing of its next rate case. Similarly, 80% or $16 million of the

15 aggregate 2007 Refund and the 2008 Refund would be eligible for ratemaking recognition by the

16 end of 2012 thereby enabling the Company to be earning a return on the bulk of the 2007 Refund

17 and the 2008 Refund by the year 2014, again depending on rate case timing. The 2010 Refund

18 would be accorded the same treatment but transferred to plant in service over the five year period

19 of 2011 through 2015. Depreciation on all of the Pulte AIAC plant would be stayed as reclassified

20 to plant in service."

21 For accounting purposes, since the AIAC was used to fund infrastructure that is recorded in

22 many separate plant accounts, the most efficient accounting would be the establishment of two

23 control plant accounts: one for gross utility plant and one for accumulated depreciation. These

24 would be contra control accounts. The offsetting entries for both gross plant and accumulated

25 depreciation would be recorded in separate plant held for future use accounts. Accumulated

26

27

28

27 Direct Testimony of Dan L. Neidlinger, Exh. Anthem-1 at3.

20 SupraFN 8,

29 Id. at 4, Surrebuttal Testimony of Dan L. Neidlinger, Exh. Anthem-3 at 3.
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1 depreciation would be based on overall accumulated depreciation percentages at December 31,

2008, the end of the test year. The accumulated depreciation percentages are 14.93% for water

plant and 17.38% for wastewater plant."

As shown on Schedule Anthem-3, attached hereto as Exhibit C, these plant deferrals

5 coupled with a lower rate of return reduces the requested increase in water revenues to 56%.

6 Similarly, the increase in wastewater revenues is reduced to 63%. AAWC indicated in response to

7 Anthem's first data request that $14.9 million of the 2008 RefUnd was water plant and the

8 remaining $5.3 million was wastewater plant. By applying the 14.93% accumulated depreciation

9 percentage for water plant and the 17.38% accumulated depreciation percentage for wastewater

10 plant, the net plant adjustments to water and wastewater rate base are $12.7 million and $4.4

l 1 million, respectively. As demonstrated on Schedule Anthem-3, this alternative ratemaking

12 treatment provides for gradual increases in rate base in contrast to the sudden and dramatic

13 increases in rate base which would result from the Company's proposal."

Anthem witness Mr. Michael Arendt testified that the Disputed Refund Payments represent

15 abnormal and extraordinary events which need to be addressed for ratemaking purposes. The

16 Company's request to immediately and fully include the Disputed Refund Payments in rate base

17 and to accord related ratemaking recognition would result in substantial increases in average

18 Anthem residential water and average residential wastewater bills, thereby producing rate shock.

19 Mr. Amdt believes that Mr. Neidlinger's plan properly addresses and mitigates the attendant

20 problem of rate shock."

21 However, AAWC witness Mr. James Jenkins asserted that Mr. Neidlinger's ratable transfer

22 plan would have adverse financial consequences to AAWC, due to a perceived need to comply

23 with financial accounting standards ASC 980-340 (formerly SFAS 92) pertaining to phase-in plans

24

25

26

27

28

30 Direct Testimony of Dan L. Neidlinger, Exh. Anthem-1 at 4.

31 14. at 4-5.

32 Id. at 5-6.

33 See id. at 6.

34 Direct Testimony of Michael L. Arda, Exh. Anthem-13 at 4.
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2

3

4

5

6

7

l and ASC 980-360 (formerly SFAS 90) pertaining to plant disallowance."

SFAS 92 was adopted in the late 1970's in recognition that the increasing cost of electric

generating facilities were resulting in significant rate increases based on conventional rate-making

methods. In these instances, some regulators allowed phase-in plans to moderate the initial rate

increases. SFAS 92 requires allowable costs deferred for future recovery under a phase-in plan

related to plants completed before January 1, 1988 to be capitalized in certain instances. However,

for plants, like the Anthem plants, where completion occurred after January l, 1988, any allowable

8 costs deferred under any phase-in plan would not be capitalized. "Insl'ead, those costs would be

9

]0

1 1

12

recognized in the same manner as if fnere were no phase-in plan." [Emphasis added]3'

Accordingly, whether or not the Commission approves Mr. Neidlinger's ratable plant transfer plan,

AAWC's financial reporting would remain the same under SFAS 92. Therefore, SFAS 92 is not

an impediment to the Commission's adoption Mr. Neidlinger's ratable plant transfer plan."

Mr. Jenkins also argues that SFAS 90 provides guidance on cost disallowances. SFAS 90

14 states that when it becomes probable that part of the cost of a recently completed plant will be

13

o z.4 o
>§

15 disallowed for ratemaking purposes and a reasonable estimate of the amount of disallowance can

16

m

=
3 m

28,§¢§°;
<

28 r:
m y o

MY a
4

m
17

be made, then that amount will be deducted from the reported cost and recognized as a loss."

SFAS 90 was issued in December 1986 to address the abandonments of plants and disallowances

18

19

20

21

22

23

24

of costs of electric utility plants. In that regard, SFAS 90 does not address refunds relating to prior

AIACs." In addition, the Company has not abandoned any water or wastewater plant in this case,

and Anthem's ratable plant transfer proposal does not contemplate or require a disallowance of

utility plant. Rather, Neidlinger's proposal addresses the timing of ratemaking recognition. SFAS

90, therefore, does not apply in this case, and to Mr. Arendt's knowledge, there have been no prior

water or wastewater rate cases or utility commission decisions in the United States which SFAS 90

has been used as a reason to reject or decline to adopt a ratable plant transfer plan such as proposed

25

26

27

28

35 Pre-Filed Surrebuttal Testimony of James M. Jenkins, Exh. A-44 at 3-6.

36 Financial Accounting Standards Board Original Pronouncements As Amended, Statement of Financial Accounting Standards No. 92 at FAS92-1.

37 Direct Testimony ofMichaeI L. Amdt, Exp. Anthem-13 at 6.

38 Pre-Filed Surrebuttal Testimony of James M. Jenkins, Exh. A-44 at 5.

39 Direct Testimony of Michael L. Arendt, Exh. Anthem-13 at 7-8.
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l by Mr. Neidlinger.40 In connection with the foregoing, Mr. Jenkins acknowledges that plant

disallowance could be avoided under SFAS 90 if the Commission guaranteed to the Company the

3 automatic future recovery of the Disputed Refund Payments over a short period of time."

3.4 Alternatively, the Commission could include the 2008 Refund in current rate
base but phase-in recognition of the rate of return thereon.

5

In recognition of the Commission's obligation to balance the interests of AAWC and the

7 ratepayers, the Commission could allow AAWC to include the full amount of the 2008 Refund in

8 rate base in the current rate case, but order a phase-in of recognition of the ROR thereon, beginning

9 with the instant case. This approach would allow AAWC to realize an immediate return on its

10 Anthem plant investments while recognizing that AAWC has benefited from the interest-free use

l l of plant financed with AIAC for many years." Further, this approach would mitigate, in a more

12 limited fashion, the rate shock that would otherwise result from the rates sought by AAWC in this

6

13 case.

to; 14 D. A Smaller Portion of the Northwest Treatment Plant Cost Should be Allocated to the
Anthem/Agua Fria Wastewater District for Stand-Alone Ratemaking Purposes.
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The discussion in this section assumes the continued mini-consolidation of two of AAWC's

wastewater districts, the Anthem wastewater district and the Agua Fria wastewater district. Absent

18 a decision by the Commission to consolidate all of AAWC's water and wastewater districts in the

1.9 State of Arizona, there is no substantial reason for the continued consolidation of these two

20 districts for ratemaking purposes. Therefore, if the Commission does not order the consolidation

21 of rates among all of AAWC's wastewater districts within Arizona, then, as further set forth in

22 Section lV.C.3. hereof, the reconsolidation of the Anthem and Agua Fria wastewater districts for

23 cost allocation and rate design purposes should be implemented as part of any final Commission

24 decision in this proceeding.

In any event, the Anthem/Agua Fria Wastewater District should be allocated a smaller25

26

27

28
40 14. at 8.

41 Cross-Examination of James M. Jenkins, Phase II Tr. 52018-14.

42 Direct Examination of Michael L. Arendt, Phase II Tr. 591 : 11-20.

12



1

2

3

4

5

6

7

8

9

10

in
>"
H
Z

g :>I-[_¢.u

] 1

12

13
8
kg

< 8

M
=a@§
-O

<

portion of the Northwest Treatment Plant than the amount proposed by Staff and accepted by

AAWC. Staff recommends a $1,039,823 downward adjustment to the total book value of the

Northwest Treatment Plant allocated to the Anthem/Agua Fria Wastewater District to reflect

currently anticipated relative capacity demands as between the Anthem/Agua Fria Wastewater

District and the Sun City West Wastewater District respectively. This adjustment would result in

the allocation of 28% of the Northwest Treatment Plant book value to the Anthem/Agua Fria

Wastewater District (down from 32% in the prior rate case) and the allocation of 72% of the

Northwest Treatment Plant book value to the Sun City West Wastewater District (up from 68% in

the prior rate case).43 However, according to Mr. Neidlinger, the 28% allocation of the Northwest

Treatment Plant book value to the Anthem/Agua Fria Wastewater District exceeds, by a wide

margin, the percentage that should be used for ratemaking purposes in this case.'*4 Schedule

Anthem-4, attached hereto as Exhibit C, shows historical customer growth rates for Northeast

Agua Fria ("NEAF"), the projected growth rates calculated by Staff and Anthem's revised growth

rate calculations.14
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19

20

21

22

As Mr. Neidlinger noted, Staff made a material error in its historical customer growth rate

calculation and compounded the error by then assuming that customer growth in NEAF would

increase linearly at this rate in the future. Staff assumed that there were no customers in the NEAF

service area at the end of 2004 but in fact Staffs engineering report in the 06-0491 case shows 602

customers receiving service in the NEAF service area in January 2005. Using this customer count,

the customer increase for the five-year historical period would be 2,214 customers (443 customers

per year) rather than 2,816 customers (704 customers per year) as estimated by Staff. Correcting

this error alone would reduce the percentage allocated to the Anthem/Agua Fria Wastewater

23 District to 23%.45

24 In addition, historical growth rate should not be used to project future growth in the NEAF

25 service area because it fails to consider recent changes in economic conditions. For instance, due

26

27

28
43 Direct Testimony of Gary T. McMurry, Exh. S-5 at 13.

44 Surrebuttal Testimony of Dan L. Neidlinger, Exh. Anthem-3 at 4.

45 (Paragraph) id. at 4-5, Direct Examination of Dan L. Neidlinger, Phase I Tr. 851:16-23 .
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1

7

3

5

6

7

8

9

10

11

to the slow housing market, NEAF experienced a negative growth of 59 customers in 2008 and an

increase of only 98 customers in 2009. Mr. Neidlinger recommends a growth rate for NEAF of

111 customers per year for thefour year period of 2010 through 2013 by averaging the customer

4 growth rate for the years 2007 through 2009. Staff's projected growth rate does not reflect actual

growth since the 2008 test year. Staff projected 3,520 customers at the end of 2009 compared with

the actual count of 2,914. This representser 606 customer or 21% forecast error in one year.

Further, given the current and forecasted economic situation, NEAF is unlikely to achieve Staff' s

projected customer count of 4,224 at the end of 2010, which is less than six months from today.

Using Mr. Neidlinger's more feasible customer growth projection, a 16.5% allocation percentage

of the Northwest Treatment Plant book value to the Anthem/Agua Fria Wastewater District, based

on the same calculation assumptions for maximum peak day flows per customer used by Staff, is

12 aPpropriate."6Ra
z

88 8:
L18 8<8 13 111.

14 PHASE ONE-COST OF CAPITAL/RATE OF RETURN

~3
15

16

8

$888
>;¢°
H E
485Q29
W Q*E m

g
Ms, 8
O#
4
m

17

18

19

20

The Staff has recommended, and AAWC has consented to, a 7.20% Rate of Return

("ROR") based on the cost of equity estimates for AAWC that range from 9.70% using the

discounted cash f low method ("DCF") to 10.00% using the capital asset pricing method

("CAPM").'" The Residential Utility Consumer Office ("RUCO") has recommended a 6.77%

ROR, based upon a 9.50% cost of equity capital that falls within the range of results obtained

through DCF (5.24%) and CAPM (9.75%) rnethodologies."8 Anthem supports a ROR not to

exceed 6.77% and agrees with RUCO that this ROR is sufficient to attract equity investors.

22 However, Anthem believes that the 6.77% ROR can be further decreased to recognize market

21

23

24

25

26

27

28

46 (Paragraph) Surrebuttal Testimony of Dan L. Neidlinger, Exh. Anthem-3 at 5-6. Schedule Anthem-5, Exhibit C, shows the calculation details
supporting Staff's 28% allocation percentage and Anthem's recommended allocation percentage of 16.5% (rounded up from the 16.41% calculated
percentage). AdjustMents to reduce rate base and increased operating income due to the lowering of the allocation factor to 16.5% are shown on
Schedule Anthem-6,Exhibit C. A reduction of approximately $2.5 million is proposed by Anthem for Staff's rate base and the Company's rebuttal
rate base. A larger reduction, approximately $3.3 million, is proposed for RUCO's rate base since it includes a 32% cost allocation factor of the
Northwest Treatment Plant. Corresponding increases to operating income are $127,316 for Staff and the Company and $253,935 for RUCO.
Schedule Anthem-7, Exhibit C, shows the effect on revenue requirements of combining the Northwest Treatment Plant adjustment and the 2008
Refund adjustment. As indicated on that schedule, these adjustments reduce Staffs proposed wastewater increase from 58% to 45%. RUCO's
proposed increase is reduced from 61% to 46% and the Company's proposed increase of 61% is reduced to 49%.

47 Direct Testimony of Juan C. Manrique, Exh. S-3 at 10, Rebuttal Testimony of Thomas M. Broderick, Exh. A-7 at 4.

48 Direct Testimony on Cost of Capital of William A. Rigsby, Exp. R-3 at 36-37, 59.
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1 realities." In its financing application, Docket No. WS-01303A-09-0407, dated August 26, 2009,

2

3

the Company represented to the Commission that American Water Capital Corporation

("AWCC"), a wholly-owned subsidiary of American Water, is the primary financing entity for all

4 of American Water's subsidiary utility companies. In American Water's 2009 Annual Report,

5

6

7

AWCC's weighted average short-term interest rates dropped from 3.51% during 2008, computed

on a daily basis, to 0.75% on December 31, 2008. Similarly, in 2009, AWCC's weighted average

short-term interest rates declined from 0.82%, computed on a daily basis, to 0.39% on December

8 31, 2009. RUCO's ROR includes a 3.4% cost of short-term debt. Accordingly, Anthem

9 recommends a further decrease of the 6.77% ROR to reflect the Company's actual lower cost of

10 capital."

I 1

12 IV. PHASE Two - RATE CONSOLIDATION AND RATE DESIGN
m
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14 The Commission should consolidate all of AAWC's water and wastewater districts in the
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State of Arizona through a five-step implementation plan. Rate consolidation is a long-term

solution that, over the long haul, benefits all customers." in order to achieve the maximum

benefits of consolidation articulated below, Anthem recommends company-wide consolidation."

18 Partial consolidation (such as recommended by Staff) is not consistent with the purposes of

consolidation and would not provide any meaningful improvement for Anthem residents over the19

20 current stand-alone rate design.

21

22

23

24

25

26

27

28

49 See also opinion and supporting materials tiled by Stephen P. Puhr as public comment with the Commission's docket control on April 28, 2010,

50 Cross-Examination of Dan L. Neidlinger, Phase I Tr. 861:12-862:l3, Exdl. R-8 at 118.

51 Direct Examination of Paul G. Towsley, Phase II Tr. 347:14-35225.

52 RUCO has received 80 pieces of correspondence from Anthem ratepayers and the vast minori ty of them do indicate support for rate
consolidation. Direct Examination of Jodi A. Jericho, Phase 11 Tr. 1088213-21, l095:l8. Anthem acknowledges that RUCO has also received
correspondence opposing consolidation and that RUCO may formulate legal arguments opposing consolidation based upon (i) the use of revenue
requirements for two different test years and (ii) the Commission's revenue neutrality requirement set forth in Decision No. 71410 Id. at 1091 :4-11,
1095316-20. Anthem's counsel would like the opportunity to analyze these arguments if and when they are fully articulated in RUCO's initial post-
hearing brief and will respond in Anthem's reply post-hearing brief

15



1

7

"Because it was Tubac two years ago, and it could be Sun City three years
from now. And Anthem was in the box last year and this year. So everybody
is in the box sooner or later. Everybody needs help sooner or later."
[Emphasis added]53

3

4

5

The benefits of rate consolidation include (i) lower administrative costs through unified

customer accounting and billing systems, (ii) reduction in the number of rate cases and associated

(iii) elimination of  distorted

7

6 expenses, cost allocations among districts in rate f il ings,

(iv) implementation of standard customer service policies and related service rates and charges,

(v) improved rate stability and elimination of rate shock, (vi) reduced customer confusion with8

1 1

9 respect to the Company's currently differing rate schedules, (vii) development and implementation

10 of a targeted and comprehensive water conservation program for all of its systems, and

(viii) improved opportunities for future acquisitions, especially of troubled water systems."

12 Further, consolidation of the Company's existing rate structures on a company-wide basis would

be consistent with AAWC's single-company manner of operation." AAWC operates as a single

14 entity for all purposes other than the ratemaking process."

13

15 B.
Q
w
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Anthem Supports the Company-Wide Consolidation of All Water Districts and All
Wastewater Districts Within the State of Arizona by means of AAWC's Preferred
Consolidation Scenario One.
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18

19

20

21

22

There are an infinite hypothetical number of rate designs proposals for AAWC's districts

and a plethora of designs presented in this case. Intervenor Marshall Magruder has compared the

various consolidation and stand-alone rate proposals. See Exhibit Magruder 4, attached hereto as

Exhibit D. Anthem supports AAWC's Preferred Consolidation Scenario One." Scenario One

includes the consolidation of all of the Company's water and wastewater districts. In contrast, the

partial consolidation alternatives presented by AAWC and Staff do not provide for any meaningful

23

24

25

26

27

28

53 Chairman Kristin K. Mayes, Phase II Tr. 63:16-20_

54 See supra FN 51; see also Direct Testimony of Dan L. Neidlinger Stand-Alone Rate Design and Rate Consolidation, Exh. Anthem-18 at 5-6. Mr.
Magruder lists 22 rate consolidation benefits on Table l, Page 12 of Magruder-l incorporating many of the benefits listed above as well as others
that deserve some consideration.

55 Cross-Examination of Thomas M. Broderick, Phase II Tr. 102:21-25.

56 Company response to Staff Data Request STF 21 . 1 .

57 Company Consolidation Model Version 4.
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1

2

3

improvement over the current stand-alone system, seem arbitrary and unworkable, are myopic,"

and reflect the amalgamation of rate designs for the disparate systems which, through acquisition,

are the current districts of the AAWC.

4

5

6

Scenario One provides for a consolidation implementation plan using five steps from stand

alone to full consolidation. Although a five-step consolidation plan will delay implementation of

full consolidation, it will allow for a smoother transition and will reduce rate shock for customers

8

9

10

11

7 in those districts whose rates will increase more than they would without consolidation." In each

step of the five steps, one-fifth of the aggregate rate increase or decrease, as the case may be,

required to transition to total consolidation would be stepped in. As a result, percentage step

adjustments in steps two through five would be roughly equal."

Scenario One is also preferable because it includes live residential tiers in the commodity

12 rate component which allows AAWC to address the variation in customer use patterns across the

13
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various districts."' Multiple tiers avoids large intra-class subsidies that would result in the absence

14 of commodity tiers to address variation in customer use patterns." For example, most of the

consumption in the Sun City water district occurs in the first or second tiers, whereas Sun City

West has substantial consumption in the second and third tiers. Similarly, Tubac and Paradise

Valley have significant consumption in the fourth and fifth tiers." While the Company has not

proposed a time frame for implementing each of the five-steps, Anthem suggests a five-year time18

19 Anthem Rate Design Schedule 2 "Development of

20

frame, with annual step increases.'4

Consolidated Rate Design Adjustment Factors," attached hereto as Exhibit E, sets forth the

21 consolidated rate design adjustment factors proposed by Anthem.

22

23

24

25

26

27

28

58 See Phase 11 Tr. 24118-20.
59 See Direct Testimony of Dan L. Neidlinger Stand-Alone Rate Design and Rate Consolidation, Exh. Anthem-18 at 7.

60 Step one is an exception because the rate adjustment must account for the transition from an existing rate design to a new rate design as well as
the step in of one-fifth of the revenue change from rate consolidation. Direct Examination of Thomas M. Broderick, Phase II Tr. l480:5-10, 148126-
11.

61 See Rebuttal of StaffRate Design Testimony of Thomas M. Broderick, Exh. A-39 at 14.

6 Direct Examination of Thomas M. Broderick, Phase II Tr. 1483115-148417, Direct Testimony of Dan L. Neidlinger Stand-Alone Rate Design and
Rate Consolidation, Exh. Anthem-18 at 8.

63 Company response to Staff Data Request STF 21.8.

64 Direct Examination of Thomas M. Broderick, Phase II Tr. 1502221-23 .
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:Z

Alternatively., Anthem Supports the Stand-Alone Rate Design for Anthem Proposed
by AAWC, Modified by the Deeonsolidation of Anthem and Agua Fria Wastewater
Districts.

3

4

1. AAWC's proposed rate design is acceptable.

In the event that the Commission does not adopt company-wide consolidated rates

9

5 in this proceeding, the current fixed/commodity rate structure of the Anthem water and wastewater

6 districts should be retained and any rate increases applied on an across-the-board basis. Absent

7 water and wastewater cost of service analyses, the across-the-board approach recommended by

8 AAWC is the only logical rate adjustment mechanism proposed in this case.

2. Staff' s proposals for rate design are unacceptable.

Because Staff's proposed changes to water and wastewater rate designs are without

l l adequate foundation or support and would adversely affect Anthem customers, the Commission

12 should reject StaiT"s proposed stand-alone rate design for the Anthem Water District. There is no

13 justification for the Staffs extreme tilting of the rate structure which could create significant

For instance, for the 5/8" X %" meters, Staff s

10

8
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14 revenue stability problems for AAWC.

15 recommended rate (i) for the first tier, 0-3,000 gallons, results in an increase from $1.54 to $2.00 -

16 or 30%, (ii) for the second tier, 3,001-9,000 gallons, is $5.00 or 207% greater than the current rate

17 of $2.41, (iii) for the third tier, usage over 9,000 gallons, is $7.867 or 255% greater than the current

18 rate of $3.08. In addition, the proposed changes in tier break-points for the larger meter sizes,

19 when coupled with Staff s proposed 207% and 255% rate increases will increase the bills for many

20 commercial customers to levels that cannot be logically supported. For instance, the water bill for

21 Staff did not

22

23

24

25

26

a 2" meter commercial customer using 200,000 gallons would increase 25l%.

prepare a cost of service study for the Anthem Water District to support its rate design revisions,

nor did it discuss any non-cost factors that it considered in arriving at its rate proposals."

The Commission should also reject Staff's proposed stand-alone rate design for the

Anthem/Agua Fn'a Wastewater District. The current wastewater rate for Anthem/Agua Fria

Wastewater District residential customers is comprised of a fixed monthly charge and a commodity

27

28
65 (Paragraph) Direct Testimony of Dan L. Neidlinger Stand-Alone Rate Design and Rate Consolidation, Exh. Anthem-18 at 2-3 .
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l charge based on water usage with a 7,000 gallon per month ceiling. Staffs proposed rate design

eliminates the fixed monthly charge and recommends a monthly rate based on average monthly

water usage in the months of January through March -- a purely commodity rate. Staff has no prior

4 experience with this type of wastewater rate design, did not provide supporting studies, and could

5 not cite any Commission precedent to support the same. Rather, it simply noted that some

6 municipalities follow such a rate design practice, but failed to demonstrate how such practice was

7 relevant to private utilities regulated by the Commission or Anthem's wastewater system."

8 Furthermore, this proposed change in wastewater rates for Anthem's residential

9 customers should not be accepted, because winter lawns are a requirement in Anthem under

10 various land-use restrictions, and thus a large percentage of the water use in the months of January

l l through March is turf irrigation that never enters the wastewater collection system. As a result,

i n Anthem residential customers would be required to pay, under Staffs proposed rates, wastewater

18 charges on nonexistent sewerage." In addition, AAWC noted that the elimination of the fixed

14 monthly charge (i) deviates from basic cost of service principles, (ii) would increase AAWC's

i5 dependence on wastewater revenues on water sales, which vary significantly, thereby further

16 exacerbating its revenue erosion problem." Accordingly, Anthem recommends that residential

17 customers be billed a fixed monthly charge for wastewater services which is a standard ratemaking

18 practice for most wastewater utilities and is consistent with the wastewater rates currently charged

19 to residential customers in AAWC's other wastewater districts .

20 3.

3

21

If company-wide consolidation is not adopted by the Commission, Anthem
recommends the reconsolidation of the Anthem/Agua Fria Wastewater
District.

If consolidation of all AAWC districts is not adopted in this case, the Commission

23 . should reconsolidate the Anthem and Agua Fria wastewater districts and set separate stand-alone

24 rates for each district. Anthem wastewater customers should not continue to be burdened by what

22

25

26

27

28
66 Cross-Examination of Jeffrey M. Michlik, Phase 11 Tr. 1265:14-1270-22.

67 Id.

68 Cross-Examination of Thomas M. Broderick, Phase II Tr. 159:4-12.
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1 in effect is a subsidization of Agua Fria wastewater customers under the existing rate design." As

2

3

part of RUCO's discussion regarding consolidation," Ms. Jericho asserted that the Commission

should deviate from cost of service rate design, as in a case of rate consolidation, only if it can

4 identify reasons in favor of the rate consolidation that outweigh the identified reasons against rate

consolidation." If the Commission accepts Ms. Jericho's argument and denies company-wide

6 consolidation because the associated interim cross-subsidization deviates from cost of service rate

5

7 design, then Anthem and Agua Fria, for the same reason, should be reconsolidated. Further, if the

8 Commission denies state-wide consolidation because the systems are not interlinked or

10

9 geographically close, then the Anthem and Agua Fria wastewater districts, for the same reason,

should be reconsolidated. In the Company's response to Anthem data request 6.2, Mr. Broderick

indicated that none of the four wastewater facilities in the Anthem/Agua Fria wastewater district

12 are interconnected." Moreover, Anthem wastewater customers receive no service from the

1 l

13

14
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Northwest Treatment Plant, whereas Agua Fria wastewater customers do. Therefore, Agua Fria

wastewater customers should absorb any of the Northwest Treatment Plant costs not allocated to

Sun City West. Finally, regardless of whether or not the Anthem and Agua Fria wastewater

16 districts are reconsolidated, the Commission should reject Staff" s recommended rate design."

In summary, Anthem supports Scenario One consolidation as a useful long-term strategy17

18 for decreasing inefficiencies in AAWC's provision of water and wastewater services. However, if

19 1 . 1 . 4 . I , .  o
consohdatlon of all of AAWC's dlstrlcts is not accomplished in thls case, the Commlsslon should

20
reconsolidate the Anthem and Agua Fria wastewater districts and set separate stand-alone rates

21

22 taking into account the adjustment factors set forth on Anthem Rate Design Schedule 1 entitled

23 "Development of Stand-Alone Rate Design Adjustment Factors," attached hereto as Exhibit E.

24

25

26

27

28

69 Cross-Examination of Paul G. Towsley, Phase I Tr, 331:15-33425.

70 RUCO does not tice a position on the question of whether there should be a reconsolidation of the Anthem and the Agua Fria wastewater
districts in the event that the Commission decides to retain stand-alone rates. Cross-Examination of Jodi A. Jericho, Phase II Tr. 1157116-21.

71 Direct Examination of Jodi A. Jericho, Phase II Tr. l090:6-15.

72 Exh. Anthem~7 response to Anthem data request 6.2. See Direct Testimony of Dorothy M. Hains, Exp. S-7 at 13, Exhibit DMH-3 Figure 1 for a
map depicting the geographical distance between the Anthem and Agua Fria wastewater districts.

73 See Section W.C.2. herein for Anthem's discussion of Staffs proposed stand-alone rate design.

20
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'7

v.

CONCLUSION

(ii)

(iii)

(iv)

(v)

3 For the reasons discussed above, and based upon the record in the instant proceeding,

4 Anthem requests the Commission enter an opinion and order to provide for the following:

5 (i) the permanent exclusion from AAWC's rate base, and denial of any related

6 ratemaking recognition of the post-2005 Pulte refund payments, Q in the

7 event that such permanent exclusion is determined not to be appropriate in

8 this instance,then

9 with regard to the post-2005 Pulte refund payments, the adoption of one of

10 the alternative ratemaking approaches in Section lI.c. hereof,and

l l a reduction in the portion of the Northwest Treatment Plant cost to be

12 allocated to the Anthem/Agua Fria Wastewater District for stand-alone

13 ratemaking purposes to l6.5%,and

14 the establishment of the revenue requirement for AAWC based on a rate of

la return not to exceed 6.77%,and

16 the consolidation all of AAWC's water and wastewater districts within the

17 State of Arizona using AAWC's Scenario One; Q

18 the reconsolidation of the Anthem and Agua Fria Districts wastewater

19 districts and the provision of stand alone rates for each, Q company-wide

20 consolidation is not approved.

21 / / /

22 / / /

23 / / /

24 / / /

25 / / /

26 / / /

27 / / /

28 / / /

(vi)

21
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Schedule
Anthem - Legal 1

Arizona American Water Company
Docket Nos. W-01303A-09-0343

and SW-01303A-09-0343
June 18, 2010



RECOMMENDED
PER FILINGS

ADJUSTED
LEGAL

AMOUNTDESCRIPTION

PULTE
LEGAL

ADJusT422
hw PLANT
ADJUST.H)

-$6,256,813
40,834

_$2,482,145
127,316

$35,620 368
338 050

720%
2 564,666
2,226616

1.6561
3 687 500
8 637,123

42.69%

$44,359,326
169,900

720%
3,193,871
3,023,971

1 .6561
5,007 999
8,637,123

57.98%

STAFF: (3)
Rate Base
Adjusted Operating Income
Required Rate of Return
Required Operating Income
Operating income Deficiency
Gross Revenue Conversion Factor
Required Revenue Increase
Adjusted Test Year Revenues
Percentage increase in Revenues

-$6,256,813
40,834

-$3,345,499
253,935

$37,955,930
317,971

6.77%
2,569,616
2 251 ,645

1.6561
3,728 950
8,634,567

43.19%

$47 558 242
23,202
6.77%

3 219,693
3 196.491

1.6561
5 293,709
8,634,567

61 .31%

RUCO: (4)
Rate Base
Adjusted Operating income
Required Rate of Return
Required Operating Income
Operating income Deficiency
Gross Revenue Conversion Favor
Required Revenue Increase
Adjusted Test Year Revenues
Percentage increase in Revenues

_$6,256,813
40,834

-$2,482,145
127,316

$36,677,644
256,223

7.20%
2,640,790
2,384,567

1 .6683
3,978, 174
8,634,017

46.08%

$45,416,602
88 073
7.20%

3 269,995
3,181 922

1 .6683
5,308,401
8 634,017

61 .48%

COMPANY: (5)
Rate Base
Adjusted Operating Income
Required Rate of Return
Required Operating income
Operating income Deficiency
Gross Revenue Conversion Factor
Required Revenue increase
Adjusted Test Year Revenues
Percentage Increase in Revenues

. /"gr
_= <4;-' 9.~ ~~4

Anthem Legal
Schedule 1

ARIZONA-AMERICAN WATER COMPANY
Acc DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343

ANTHEM WATER & WASTEWATER DISTRICTS

ANTHEMIAGUA FRIA WASTEWATER DISTRICT
Comparison of Staff. RUCO and Company Revenue Requirements With Proposed Anthem Legal Amount

NOTES:
(1) Per Surrebuttal Exhibit DLN-3
(2) Pulte Refunds of $920,490 for 2007 and $5,336,323 for 2008
(3) Per Staff Schedule GTM-1
(4) Per Attachment RCS-3 to Direct Testimony of RUCO Witness Ralph Smith
(5) Per Company Rebuttal Schedule A-1 - Anthem/Agua Fria Wastewater

Anthem/Agua Fria Wastewater



. 1

a

Schedule
Anthem - Legal 2

Arizona American Water Company
Docket Nos. W-01303A-09-0343
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June 18, 2010



ADJUSTED
LEGAL

AMOUNT
RECOMMENDED

PER FILINGSDESCRIPTION

PULTE
LEGAL

ADJUST. (1)

-$17,037 609
98,580

$40,330 438
646,755

7.20%
2,903,792
2,257,037

1,6578
3,741 715
7,483,274

50.00%

$57 368,047
548,175

7.20%
4 130 499
3,582,324

1 .6578
5,938,777
7,483,274

79.36%

STAFF: (2)
Rate Base
Adjusted Operating Income
Required Rate of Return
Required Operating Income
Operating income Deficiency
Gross Revenue Conversion Factor
Required Revenue Increase
Adjusted Test Year Revenues
Percentage increase in Revenues

-$17.037 eos
98 580

$40,254,145
766017

6.77%
2,725,206
1,959,189

1.6578
3,247 943
7,473,818

43.46%

$57 291 754
667,437

677%
3 878,652
3 21 1 ,215

1.8578
5 323 552
7,473,818

7123%

RUCO: I3)
Rate Base
Adjusted Operating Income
Required Rate of Return
Required Operating Income
Operating Income Deficiency
Gross Revenue Conversion Factor
Required Revenue Increase
Adjusted Test Year Revenues
Percentage Increase in Revenues

-$17,037 609
98 580

$40,384,555
627,566

7.20%
2,907,688
2,280, 122

1 .6538
3 770 866
7,482,226

50.40%

$57,422,164
528,986

7.20%
4,134,396
3,605410

1 .6538
5,962,627
7,482,226

79.69%

COMPANY: (4)
Rate Base
Adjusted Operating Income
Required Rate of Return
Required Operating Income
Operating Income Deficiency
Gross Revenue Conversion Factor
Required Revenue Increase
Adjusted Test Year Revenues
Percentage Increase in Revenues

Anthem Legal
Schedule 2

ARIZONA-AMERICAN WATER COMPANY
Acc DOCKET nos. W-01303A~09-0343 & SW-01303A-09-0343

ANTHEM WATER a. WASTEWATER DISTRICTS

ANTHEM WATER DISTRICT
Comparison of Staff, RUCO and Company Revenue Requirements

With Proposed Anthem Legal Amounts

NOTES;
(1) Pulte Refunds of $2,147,810 for 2007 and $14.889.799 for 2008
(2) Per Staff Schedule GWB-1
(3) Per Attachment RCS-2 to Direct Testimony of RUCOWitness Ralph Smith
(4) Per Company Rebuttal Schedule A-1 - Anthem Water

Anthem Water

I
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Arizona American Water Company
Docket Nos. W-01303A-09-0-43
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June 18, 2010



ADJUSTMENTSDESCRIPTION
ADJUSTED
AMOUNTAs FILED (1)

WATER:
$12,666 752

257 236
-1 20%

544,763,272
771 ,685

7.33%
s 281 .148
2,509,463

1.6578
4, 160 187
7 483,274

55.59%

557,430,024
514,449

8.53%
4,898,781
4,384 332

1 .6578
7,268 346
7,483 274

97. 13%

Rate Base (2)
Adjusted Operating Income (3)
Required Rate of Return (4)
Operating Income Reqmt,
Operating Income Def
Gross Rev. Conv. Factor
Increase in Gross Revenues
Adjusted Test Year Revenues
Revenue Increase Percentage

WASTEWATER:
-$4 408 870

96 142
-120%

$43,326,862
~95,643
7.33%

3,175,859
3,271 ,502

1.6561
5 417,934
8,637,123

52.73%

$47,735,732
~191 785

8.53%
4 071,858
4,263 643

1.6561
7 061 ,019
8 637 123

81 75%

Rate Base (5)
Adjusted Operating Income (6)
Required Rate of Return (4)
Operating Income Reqmt.
Operating Income Def.
Gross Rev. Conv. Factor
Increase in Gross Revenues
Adjusted Test Year Revenues
Revenue Increase Percentage

EXHIBIT DLN-1
Revised 3-10-10

ARIZONA-AMERICAN WATER COMPANY
ACC DOCKET nos. w_013g3A,09.0343 a. SW-01303A-09-0343

ANTHEM WATER s. WASTEWATER DISTRICTS

Rate of Return and Utility Plant Adjustments to Partially Mitigate Rate Shock

NOTES:
(1) Per Company Original Wastewater Filing and Revised Water Filing
(2) Pulte Refund - Gross Utility Plant $14,889,799 Less Accumulated Depreciation ( 1493%) of $2,223,047
(3) 2008 Depreciation ( 280%) of $416,914 less income Taxes ( 38.3%) of $159,678
(4) Adjustment to Reduce Rate of Return to 733% per ACC Rate of Return Finding in Decision No. 71410
(5) Pulte Refund - Gross Utility Plant $5,336,323 Less Accumulated Depreciation ( 17.38%) of $927,453
(6) 2008 Depreciation ( 2.92%) of $155,821 less Income Taxes ( 388%) of $59,679
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NEAF %
GRTH.

%
GRTH.DESCRIPTION

END OF
YEAR

CUST.
GRTH.

CUST.
GRTH.

so WEST
c:usT. (1)cosT. (1)

HISTORICAL:
11
47
7

-17
-e

0,07%
0.31%
0.05%

-0.11%
-0.04%

79.24%
139.20%
11.39%
-2.05%
3.48%

477
1,502

294
-59
98

14020
14931
14378
14885
14868
14862

2004(2)
2005
2000
2007
2008
2009

602
1,070
2501
2375
2016
2014

STAFF PROJECTIONS: 14
14
14
14
14

0.09%
0.09%
0.09%
0.09%
0.09%

25.00%
20.00%
16.67%
14.29%
12.50%

704
704
704
704
704

14882
14896
15010
15024
15938

200g
2010
2011
2012
2013

3520
4224
4920
5532
6336

REVISED PROJECTIONSz (3) .6
0
0
0
0

3.48%
3.81 %
3.67%
3.54%
3.42%

-0.04%
0.00%
0.00%
0.00%
0.00%

98
111
111
111
111

14362
14062
14082
14862
14962

2009
2010
2011
2012
2013

2014
3025
3136
3247
3358

L
I

EXHIBIT DLN-1
Surrabuttal

1

i
ARIZONA-AMERICAN WATER COMPANY

Acc DOCKET nos. W-01303A-09-0343 s. sw-01303A-09-0343
ANTHEM WATER & WASTEWATER DISTRICTS

NORTHWEST ww PLANT ALLOCATION
AnthemIAqua Fria & Sun City West Customer Growth Rates

NOTES:
(1) Historical Year End Northeast Agua Fria ("NEAF") Customers for Years 2005 Through 2009 Per Company Responses to

Anthem Data Requests 4.8 and 4.9.
(2) 2004 Year End Customers Per Staff Engineering Report in Docket WS-01303A-06~0491; NEAF CustomerCount

is January 2005.
(3) Projected 2010 Through 2013 Customer Growth for NEAF Based on Average Growth for Three Years of 2007

Through 2009: Sun City West Projected Grove»Ah Rate is Flat.

i

s
I

I
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June 18, 2010



PERCENTAMOUNTDESCRIPTION

26.94%

2,816
704

3,520
6,336

168
1,064,448

73.06%
100.00%

14,968
14
70

15,038
192

2,887,296
3,951 744

STAFF ALLOQATIQN PERCENTAGES (11
NORTHEAST AGUA FRIA ("NEAF"):
Number of Customers at End of Test Year (2008)
Estimated Annual Growth (2005-2008) (2,816/4)
5 Year projected Growth (704'5 yrs)
Projected Number of Customers in 201 3 (2 816+3,520)
Maximum Peak Daily Flow During Test Year (god/c)
Projected Maximum Flow - 2013

SUN CITY WEST'
Number of Customers at End of Test Year (2008)
Estimated Annual Growth (2005-2008)
5 year Projected Growth (14*5 yrs)
Projected Number of Customers in 2013 (2,816+3,520)
Maximum Peak Daily Flow During Test Year (god/c)
Projected Maximum Flow - 2013
Combined Maximum Flow Northwest Plant

16.41%

2,914
111
444

3,358
168

564,144

83.59%
100.00%

14,962
-5
0

14,962
192

2 872,704
3 436,848

RECOMMENDED ALLDCATION PERCENTAGES (2)
NORTHEAST AGUA FRIA ("NEAF"):

Number of Customers at End of Test Year (2009)
Estimated Annual Growth (2007-2009) (333/3)
4 Year Projected Growth (111°4 yrs)
Projected Number of Customers in 2013 (2,914+444)
Maximum Peak Daily Flow During Test Year (god/c)
Projected Maximum Flow 2013

SUN CITY WEST:
Number of Customers at End of Test Year (2008)
Estimated Annual Growth (2007-2009) (-16/3)
4 Year Projected Growth (0'4 yrs)
Projected Number of Customers in 2013 (14,962+0)
Maximum Peak Daily Flow During Test Year (god/c)
Projected Maximum Flow - 2013
Combined Maximum Flow - Northwest Plant

4
I
|

I

l

EXHIBIT DLN-2
Sunrebuttal

I

ARlZONA-AMERICAN WATER COMPANY
Acc DOCKET NOS. W-01303A-09-0343 & SW-01303A-09-0343

ANTHEM WATER a WASTEWATER DISTRICTS

NORTHWEST ww PLANT ALLOCATION
Calculation of Allocation Percentages

NOTES:
(1) Per Schedule DMH-1 Appended to Staff Response to Anthem Data Request 1.1
(2) Based on Projections Shown on Surrebuttal Exhibit DLN-1

I

i

r

I

3

v

n
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I ADJUST.
TO

RUCO
DEPR.

ADJ. (3)

ADJUST.
TO STAFF
a co. (2)

16.5%
ALLOC.

FILED
32%

ALLOC.

STAFF
28%

ALLOC (1 )
UTILITY

PLT. caT. (1)

PLANT ADJUSTMENT

DESCRIFTIDN
$4,289,270

-727,932
$3,561 ,338

-$2,989,491
507,97

$2,482,145

$7,278,761
-1 235,279
$5,043,482

Northwest ww Plant
Accumulated Depreciation (4)
Net Plant

$25,995,575
4.411,709

$21 ,58a,alse

-$4,029,314
683,815

-$3,345,499

88,318,584
-1,411 ,747
56,906,837

-$134,826
-$1 el ,722

Depreciation Ad). Staff & Co.
Depreciation Adj. - RUCO

OPERATWG INC. ADJ. t ADJUST.
To

RUCO
18.5%

ALLow.
28%

ALLOC
32%

ALLOC.DESCRIPTION
$72,547

7,745
60,492
57,985
24,975

223
3,644
1,620

32.998
25,339

$123,110
13.143
60,492
57,985
42,381

378
e,1 ea
2,749

55,997
42,999

$140,698
15.020

119,428
132,538
48,4ae

432
7,066
3,142

63,996
49,141

TOTAL PLT.
COSTS (1)

$439,680
46,939

373,211
414,181
151 .361

1 ,351
221082
9.819

199,988
153,567

Labor
Purchased Water
Fuel 81 Power (3)
Chemicals (3)
Management Fees
Group Insurance
Rents
General Oflioe Expense
Misoe¢1aneous
Maintenance Expense
Depreciation
Income Taxes (4)

-$6B, 150
-7,276

.58,936
_74,553
-23,461

-209
-3,423
-1 ,522

-30,998
,23_803

-1 el ,722
220,117

-$253,935
$253,935

ADJUST.
TO STAFF
a. co. (21

-$50,583
-5.398

0
0

-17,407
_155

-2,539
-1 ,129

-22.999
-17,650

-1 34.826
125.361

-$127,316
$127,316

Net Operating Expense Adjust.
Operating Income Adjust.

K
|

l
|

EXHIBIT DLN~3
Surrabunal

ARIZONA-AMERICAN WATER COMPANY
Acc oocxsr NOS. W-01303A-09-0343 a SW-01303A-09-0343

ANTHEM WATER a WASTEWATER DISTRICTS

NORTHWEST ww PLANT ALLOCATION
Proposed Rats Boo and Operating lncqmq A¢[q§tmon!.s to Cornpgny. $48 Q RlJ¢Q

NOTES:
(1) Per Staff Sd\BdU\8 GTM-5
(2) Adjusted to Company Rebuttal Rate Base
(3) Staff Composite Depreciation Rate of 4.51% for the Northwest Plant
(4) Staff Adjusted Accumulated Depreciation for the Nonhwesl Plan! of 16,971%

NOTES:
(1) Per Staff Schedule GTM~12
(2) Adjusted to Company Rebuttal Operating income
(3) Staff Variable Cost Allocation Based on 14% Flows
(4) Adjusted for the Effect of Interest Synchronization

I

iI

l
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ADJUSTED
AMMOUNT

RECOMMENDED
PER FILINGS

NW PLANT
ADJUST. (1)DESCRIPTION

PULTE
ADJUST. (2)

-$4,408,870
45,483

-$2,482,145
127,316

$37,468,34 1
342,699

7.20%
2,697,718
2,355,019

1.6561
3,900,148
8,637,123

45.16%

$44,359,326
169,900

7.20%
3,193,871
3,023,971

1.6561
5,007,999
8,637,123

57.98%

STAFF: (3)
Rate Base
Adjusted Operating Income
Required Rate or Return
Required Operating Income
Operating Income Deficiency
Gross Revenue Conversion Factor
Required Revenue Increase
Adjusted Test Year Revenues
Percentage Increase in Revenues

-$3,345,499
253,935

-9,408 870
45,483

$39,803,873
322,620

6.77%
2,694,722
2,372 102

1.6561
3,928,438
8,634 567

45.50%

$47,558,242
23,202
5.77%

3,219,693
3,196,491

1.8561
5,293,709
8,634,567

61 .31%

RUCO: (4)
Rate Base
Adjusted Operating income
Required Rate of Return
Required Operating Income
Operating income Deficiency
Gross Revenue Conversion Factor
Required Revenue Increase
Adjusted Test Year Revenues
Percentage increase in Revenues

-$4,408,870
45,483

-$2,482,145
127,316

$38,525 587
260,872

7.20%
2,773,842
2,512,970

1.6883
4,192,388
8,634,017

48.56%

$45,416,602
88,073
7.20%

3,269 995
3,181 ,922

1.6683
5,308,401
8,634,017

61 .48%

COMPANY: (5)
Rate Base
Adjusted Operating income
Required Rate of Return
Required Operating Income
Operating Income DeNdency
Gross Revenue Conversion Factor
Required Revenue increase
Adjusted Test Year Revenues
Percentage Increase in Revenues

EXHIBIT DLN-4
Surrobuttal

ARIZONA-AMERICAN WATER COMPANY
ACC DOCKET NOS. W-01303A-09-0343 a SW-01303A-09-0343

ANTHEM WATER & WASTEWATER DISTRICTS

ANTHEWAGUA FRIA WASTEWATER DISTRICT
Comparison of Staff. RUCO and Company Revenue Requirements With Proposed Adiustod Amount

NOTES:
(1) Per Surrebuttal Emmit DLN~3

(2) Per Direct Testimony Exhibit DLN-1, Operating Income Adjustment Modified for interest Synchronization
(3) Per Staff Schedule GTM-1
(4) Per Attaehment RCS-3 to Direct Testimony of RUCO Witness Ralph Smith - Anthem/Agua Fria Wastewater
(5) Per Company Rebuttal Schedule A-1 - AnthenvAgua Fria Wastewater
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EXHIBIT
4 Exhibit Magruder-4

Comparisons of Proposals for Residential Customers
with 5/8 and 3/4-inch Water and Wastewater Services

Provided by Arizona-American Water Company

WmYTTEIS

|

|

Table 1 shows the differences between the Company, Staff and Magruder Rate Proposals
at the district level for Residential 5/8 and 3/4-inch customers for each of the eight water
districts. The Monthly Charge and rate blocks in terms of thousands of gallons and cost per
1000 gallons for three to five Tiers. The First Residential Tier has been called a "Lifefine" tier
to satisfy all basic human (sanitation, health, food, etc.) needs for water. The following
proposals are included

a

I

|

I

I

a

Present Rates (light green)
Company Consolidated Rate Proposals for All Districts and without Sun City (aqua)
Company Standaione Rates without Rate Consolidation for Sun City and Anthem in
this rate case (purple)
Staff Standalone Rates without Rate Consolidated Rates (tan)
Staff Rate Consolidated Scenarios from Michlik Testimony (orange)
l Scenario 1 - all Districts Consolidated (water and wastewater)
I Scenario 2 - Two groups (SC + SCV\/) and (all other districts)
l Scenario 3 - Three groups

- Sun City and Sun City West
- Agua Fria and Anthem and Paradise Valley
- Tubac and Mohave and Havasu

Magruder Scenario AC (from Exhibit Magruder-3) (grey)
a

I

I

iTable 2 reflects the Percentage Change in Total Revenue for Residential and Commercial
customers for each district as a result of consolidation of rates for.ALL districts. The Total
Revenue percentage is divided three for a three-step implementation and by five for a five-
step implementation based on Company's filings.

r

I

Table 3 shows the same with Sun City not included in the Consolidated Rates used by the
other seven water districts. Mohave used the two groups from Staff Testimony and for
Paradise Valley all three 5/8 and 3/4 rate categories are shown.

I
The new Table 4 shows the actual cost for the "average" and "median" customers in each
district. Values in parenthesis "( )" in red reflect lower customer cost than at present, while
those with a "+" in navy blue reflect districts with higher rates than at present for the Staff
Scenarios #1, #2 and #3. 1

Table 5 shows the "Change" from the present or other standalone rates based on the data in
Table 4.

4

The new Table 6 shows the Wastewater Rates in dollars for each district and the three Staff
Scenarios with "()" where the rate decreases and "+" where the rate increases. The
"average customer usage" is based on the total gallons divided by the number of customers
in that rate category and "median customer usage" is for the median or 50"' percentile
customer with half consuming more and half using less water.

I

I
|
| The new Table 7 expressed the changes in Table 6 in percentages, similar to Table 5.

Exhibit Magruder-4 (Rev A), 31 May 2010, page 1 of 6



5/8 a. 3/4
Proposal Monthly

Charge

G~3K

Third Tier Fourth Tier Fifth TierResidential
Sun
City Present $7.99 10k+ $1.792

vs, vs Company
Consol $1897 10-

35k
$2.79

35-
60k $3.29 60k+ $3.79

Com party
Standalone $111.21 10k+ §2.4611
Staff
Standalovile 8990 9k+ $2.451Q»..

Scenario 1 max $3.4821*'F
Scenario 2 JoStaff on ~'*10k= $25738
Scenario 3 $216738

AC Magruder $15.00

$14.80

f f l 0 -

20k
$2.96 26-  1

4Dkm '$gsb 60k+ $6.00.
Sun City
West Present 15k+ $3.56

vs vs Company
Consol $16.97

10-
35k

$219 35-
60k $3.29 60k+ $3.79

Without Sc
v4

Company
Consol $19.95 10-

25k $3.035
25-
65k

$3.535 G5k+ $3.82

Staff
Standalone $14.80

22514.00

15j£ $3.56

Scenario 1 48k $2-.4821~
Scenario 2 3 /$11.00 aI $25738
Scenario 3 $11,DD" »$2.e7a8',"

AC Magruder
*~4. w

»
141-

-
.`§15.00 ' $2.96 20-

, 40kf.» $4.56 son $600

Agua
Fria

Present $13.85 13k+ $3.275

vs vs Company
Consol $16.97 10-

35k
$2.79 35,

60k $3.29 60k+ $3.79

Without so
v4

Company
Consol $19.95

10-
25k

$3.035
25-
65k

$3.535 65k+ $3.82

Staff
Standalone $13.85 13k $3,275

Scenario 1 wk ""$$'4821
Scenario 2
Scenario 3 $t8ffI'Cnn8"nl Q49-an

AC
+1

Ma grudger $15.60.= -0-4k $0.88
1

$490 1o-
20k

$2.96
20-
40k $4.541 60k+ $6.00

Second TierFirst Tier
(Lifeline)

0-4k

$0.719 3-10k $1.329

$1 .20 4-1 Ok $2.29

$8.9183 3-10k $1 .6974

$076 a-Qk. -v$1 .§¢o

41 .00 3-10k -~.»»-$4725
.451 .00 3-'iOk . 52$24,25

3~1.0k $2125

50.83 4-10K $1.90

$2.41 4-15k $2.95

$1 20 4-1 Of $2 29

$1 .00 3-1 Of $2.535

5241 ,4-15k $2.95

' $ ibn '3»1{)k

$1,013
M$1169

$O.88' sf .'4340.£' 50
$1.824 4~13k $2,728

$1 .20 4-1 Of $229

$1 .Go 3-1 Of $2.535

$42824 4-]3k $2.728

$4.00 3110k $2.25

0-3k

0-4k

0~3k

0-8k

04k

0-4K

0-3k

0-4k

0-8K~
*0-3l€
'0-3k";1

504k

0-4k

0-4k

0~3k

Q-"Bk 3~1Uk $ 2 2 4 4
'x °v1 ~

a~1 Dk § $2.53 1858.8 x*$4».1795"

Anthem P r es en t $1.54 4-10k $3.08$2.41 10k+

vs vs Company
Consol $16.97

Without SC
v4

Company
Consol $19.95

Company
Standalone $35.13

$25,00

Scenario 1
Scenarlo 2
Scenario 3

AC agrudgn <%.0:

0-4k $1 .20 4-10k

O-3K $1.00 3-10k

$310859 4-10k

$2.00 3,-gk

~0~3K sw f )
$1.80

$2.29
10-
35k

$2.79 35
60k $3.29 6OK+ $3.79

$2.535
10-
25k

$3.035
25-
65k

$3 535 65k+ $3.82

$48293 10k+ $5.171g

$5.00 9k+ $7.867"n

ams 40k
$2125 10k
$2-23' 1014

$11994
10-
20K

/'
$2.96

20-
40k $850 ' 8Gk+ $6.00

0-4k

. D-3k

$4.08

°1f}*~ $45.83 4 0 k

Q

Table 1
D i f fe rences  between Company  (a l l  d i s t r i c ts  and w i thout  Sun C i ty ) ,  S ta f f  (Scenar ios  1 ,

2 and 3) ,  and Magruder  Rate Proposals  at  the D is t r i c t  Level

5~

i
\

I

I

--¢-» =-wmv-I'.!\-ra. . ..4»48?é1il#!1E\i$

$17.53 1 0-4k
\

1

i

a
3

pk !|

Ali]
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3/8 & 3/4
esrdentsal

Proposal Morlihiy
Charge

First Tier
(Lifeline) Second Tier Third Tier Fourth Tier Fifth Tier

Jbac Present $24.70

l.

$1 .90 3-1 Of $3.00 10-
20k

$4.00 20k+ $6.00

vs vs Company
Consol $16.97

$19.95

$1.20 4-10k $2.29
10-
35k

$2.79 35~
80k

$3.29 60k+ $3 79

Vithout SC
vs

Company
Conscrl $1.00 340k $2.535 10-

25k $3.035
25-
65k $3.535 65k+ $3.82

Staff
Standaksne $24. $4,98$~ a4hk $8.00 a h

r--
20k+ 86.96

Scenario 1 staff Qonsml
Scenario 2 $188 Gonsrst , we
3cenarlo 3 *Staff Caruso! 1914

magruder $15.99
5*

Mm
'7
1 $0.837 'MW $890 $2.96

20,
40x $4.56

L

66K'*
L

$6.00

Present $900 0~4k $0.885 4-10k $1.348 10k+ $1 .6070

$16.97 0_4k
vs, vs Company

Consol $1.20 4-1Dk $2.29
10~
35k

$2.79
35-
60k

$3.29 60k+ $3.79

Company
Consul

$19,95 0~3k
without so

v4
$1 .00 3-40k $2.535

10,
25k $3,835

25-
65K $3.535 65k+ $3.82

wStaff
S?andalone ` $%0 0-4K $41885 4~4ok

Ra

$1 _343-,2
'M
1ok+ 931 .6870

0-3k

O-4k

0-3k

9-3i<

>cenarlo 1
§3€V"3X'I0 2

IM a so.

4

$083: 4_1(Jk;;§ 30-
4 20k

M m 202.
40k

4 r
$450

'44
6Uk+

ii'
$6.09

$2.34 4~13k $3.02 13k+ $3.55

$1.20 4~1 Of $2.29 1G~
35k

$2.79 35-
60k $3.29 f30k+ $3,743

$1.00 s~10k $2.535
10-
25k $3.035

25-
65K $3.535 65k+ $3.82

4,
(42.34 m a y

I
$3432 18k~-

-I

4-1
8*;$a.s5~

»*l~

1

$9.83, 4~1{)K fs1.9a*;l 2G~
48K

v ,
$4.59 saw#

»

$8,99 4
;

$1 ,05 5_15k $1 .25 15-
40k

40~
sDk

$3.00 80k+ $32259

$1 .20 4~1Gk $2.29 10~
35k

35~
80K

$3.29 G o t $3.79

$1 .00 3-10k $2.535
10.
25k

25-
65k $3.535 65k+ $3.82

off*§1.o5
»

5"*$'&:.* $12 4*'15-
-4Gk

40- ..
80k $3.08 8Qk+ $342259

o~41g'**

0-4k

0-4k

o-s K

3118I

0 pk

D-4k

0-3 k

0»~5k

AC "Magruder
f

M

avast Present $23.50

vs vs Company
Consol $16.97

vithoutsc
v4

Company
Consul

$19.95

staff .1
smandamne $é23.50

Scenario 1
Scenar Q 2
Scenario 3

10

paradise
alley

fléagruder
f

Present

w m

$25,15

vs vs Company
Corlsol

$16.97

VithoutSC
vs

Company
Consul $19.95

Staff
Standalone $25.15

82.96 a.
7?

$2.75

$2.79

$3.035

$2.75

§C€IIl3Ho 2
Scenaro 3 n» |

n*Magruder $15.09 0~4KI 4111014 w bi'$i98
4
I

:Pi
www 60k4~

1
* o f

I

i

4

1. Table 1
Differences between Company (all districts and without Sun City), Staff (Scenarios 1,

2 and 3), and Magruder Rates at the District Level (REVISION A)
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District
Total Rate Change
(Residential and

Commercial)

Percent change a year
if over 3 years

Percent change a year if
over 5 years

Sun City Increase by 22% + 7_3°/, + 4.4%
Sun Ci West 0% 0 0
Agua Fria 0% 0 o
Anthem Decrease bY 143% - 43.3% _ 28.6°/,
Tubac Decrease by 50% - 16.7% _ 10.0%
Mohave Increase by 60% + 20.0% + 15.0%
Havasu Decrease by 20% + 6.7% + 4.0%
Paradise Valley Increase by 5% + 1.7% + 1.2%

District
Total Rate Change
(Residential and

Commercial)

Percent change a year
if over 3 years

Percent change a year if
over 5 years

Sun Ci No change-standalone No change No change
Sun cl West Decrease -0.65% -0.2% -0.1%
Agua Fria Increase 2.G5%% +0.7% +0.4%
Anthem Decrease by 96.7% - 32.2% -1 19.3%

Tubac Decrease by 35.0% - 10.2% - 7.0%
Mohave Increase by 58.8% + 'l9,5% + 11.7%
Havasu Decrease by 14.5% + 4.8% + 2.9%
Paradise Valley Increase by 12.8% + 4.2% + 2.6%

Table 2
Change in Revenue used for Consolidated Rates

(Company vs, v4)
J

i

Table 3
Consolidated Rates Change in Revenue for Rate Classes

(Company WITHOUT SUN CITY v4)

I

3

i

e I

1

r

I

l

g
I

Exhibit Magruder-4 (Rev A), 31 May 2010, page 4 of 6



Water
District

Average Usage Median Usage
Monthly

Usage
(gallons)

Stand-
alone
Cost

Staff Scenario
(in $ per 1,000 gallons)

Monthly
Usage

(gallons)

Stand-
alone
Cost

Staff Scenario
(in $ per 1.000 gallons)

#1 #2 #3 #1 #2 #3
Sun City West 6,702 $32.41 ($25.33 $22.33) ($22.33 6,000 $30.34 ($23.75) (82075 ($20,75)
Sun City
• Present
• Company
I Staff

7,954 $16.73
$21.37
$18.04 +$28.15 +$25.15 +$25.15 7,000

$15.46
$19.75
$16.70 +$26.00 +$23.00 +$23.00

Anthem
•

•

Present
Company
Staff

9,616 $37.22
$14.59
$65.85 (3531 .89) ($33.89) ($35.89) 8,000

$33.33
$66.79
$56.00 ($28.25) ($30.25) ($32,25)

Agua Fria 7,679 $31.18 (32753 ($29,53) +$31 .53 6,000 $26.60 ($23.75) ($25.75 +$27.75
Havasu 9,796 $50.36 ($32.29) ($34,29l ($23.69) 5,000 $35.88 ($21 .50) ($23.50( ($16.5{)
Mohave
Bullhead City
Rio

8,070 $18.01 +$28.41 +$30.41 +$21.11 5,000 $13.88 +$21 .50 +$23.50 +$16.50
10,239 $20.98 +$33.58 +$35.6:3 +$24.51 7,000 $16.57 +$26,00 +$28,00 +$19.50

Tubac 11,740 $58.36 ($38.81 (5541 .15) ($27.70 7,000 $42.40 ($26.00) (32800 ($19.50)
Paradise Vallev

24,954 $65.81 +$84.82 +$89,75 +$99.25 10,000 $37.66 ($32.75) ($34.75) ($36.75)General Svc
P1M1A
P1M1B

20,406
8,545

$54.79 +$68.98 +$73.02 +$80.24 11,000 $37.90 +$36.23 +$38.43 +$40.93

$34.83 ($29,48 ($31 .48 ($33.48) 8,000 $34.15 ($28.25 $30.25 332.25

Water
District

Average Water Usage Median Water Usage
Monthly
Avg .

Usage

Stand-
alone

Change

Staff Scenario (in %) Monthly
Median
Usage

Stand-
alone

Change

Staff Scenario (in %)

#1 #2 #3 #1 #2 #3
I city West 6,702 (21 .85%) (31 .10%l (31 .10%) e,000 (21 72%) (31.61%) (31 ,61%)
I City
resent
company
tiff
hem
resent
company
tiff

7,954
+27.75%
+7.80%

+68.26%
.+31 .73%
+5B.04%

+50.33%
+17.69%
+39,41 %

+50.33%
+17.69%
+39.41%

7,000
+27.75%
+8.00%

+68.17%
+31 .64%
+55~69%

+48.77%
46.46%
+37.72%

+48.77%
+16,46%
+37.72%

1

9,618
+100.39%
+76.89%

(14.32%)
(57.19%)
(51 .57%)

(8.97%)
(54.56%)
(48.53%)

(60%)
(51 .88%)
(45.50%)

8,000
+100.39%
+68.02%

<15_24%)
(57.700/,)
(49.55%)

(9.24%)
(54.47°/>)
(45L54%

(3.24%)
(51 11%)
(42.41%)

la Fria 7.679 (H.72°/0) (5.31%) +1.11% 6,000 (10.72%) (3.20%) +4.32%
'ask
lave
wellhead City
3

9,796EI
8,070

(35.88%) (31.91%) .(52.95%) 5,000 (40.08%) (34.50%) (54.0'3'/0)

+57.77% +68.87% +1 7.02% 5,000 +54.87% +69.27% +18.85%
10,239 +60.05% +69.81 % +16.80°/n 7,000 +56.92% +68.99% +17.69%

»ac 11,740 (33.50%) 29.49% (52.54%) 7,000 (38,68%) (33,96%) (54.o1%)
arise Valley
\eras Svc
MA
MB

24,954 +28.89% +36.38% +50.82% 10,000 (13.04°/n) (7.73%) (2.42%)
i 20,406 +25.90% +3327% +46.44% 11,000 +4.40% +1 39% +7.99%

8,545 <15.37%) (9.63% (3.89%) 8,000 (17.28%) (11.42% (5.56%

O

\
\

Table 4
Residential 5/8 and 3/4 inch Water RATES (in Dollars) for the Commission Scenarios
where +$ means a higher rate than present and ($ means a lower rate than present.

Table 5
Residential 5/8 and 3/4 inch Water Rate PERCENT RATE CHANGES for the Present and Staff
:enarios, where +% is a rate increase more than present and( %) is a rate decrease compared

to the Present Rates

I

1

I

I

l

i

l
i
|
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Water
District

Average/Mean Usage
Monthly
Usage

in
Gallons

Stand-
alone
(Non-

Consol-
dated)

Staff Scenario (in $) Company Scenario (in $)

#1
#2

(SC+SC+)
+ All others

vs
All

districts

v4
(Sun City

standalone)
Sun City West
• Present
• Company
• Staff

NA $25.01
$31 .55
$31 .94 +$32.97 ($22.46)

+$34.24 +$50.35

Sun City
I Present
• Company
| Staff

N A

l
$13.69
$19.27
$18.05 +$32 97 +322 46

+$34.24 $19.27
$18.05

AnthemIAgua Fria
l Present
c Company
I Staff

5,632
average

$47.36
$86.10
$76.93 ($32 97)
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AnthemlAgua Fria
I Present
l Company
I Staff

7,000
median

$52.12
$94.76
$95.62 (332 97)

AnthemIAgua Fria
(Consolidated) NA ($32 97) +$66.77 ($34 24) +$50.35

Mohave NA $56.55 ($32.97) ($34 24)+$66777 +$50.35

Water
District

AverageIMean Usage

Monthly
Usage

m
Gallons

Stand-
alone
(Non-

Consol-
idaied)

Staff Scenario (in %) Company Scenario (in %)

#1
#2

(SC+SCW)
+ All others

vs
All

districts

v4
(Sun City

standalone)
Sun City West
• Present
• Company
9 Staff

NA
+26.15°/>
+27 71%

+31 .83%
+4.50%
+3.22%

(10 96%)
(28.81 Am)
(29.68%)

+36.91°/o
+8.53%
+89.70%

+101 .32°/0
+59.59%
+57.64%

Sun City
s Present
• Company
• Staff

NA
+27.75%

+7.80%

+140.83%
+71 .09%
+82.66%

+64.06%
+46.55%
+24.43%

+150_11 %
+77.69%
+89.70%

NA
+40.76%
+31 .85%
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AnthemIAgua Fria
s Present
n Company
• Staff

5,632
average
usage

+81,81%
+62 45%

(30.38%)
(44 83%)
(57 140/o)

AnthemlAgua Fria
l Present
• Company
D Staff

Anthem/Agua Fria
(Consolidated)

7,000
median
usage

+81 .81%
+83.46%

(36 74%)
(40 19%)
(65 52%)

NA (i t  02%) +40.98% (27 70%) (6.31%)

('l0.95%)Mohave NA (41 .70)% +18.07% (39.45%)

sTable 6
Residential 5/8 and 3/4 inch WASTEWATER RATES (in dollars) for the

Present, Staff, and Company Scenarios.

Cl

P

Table 7
Residential 5/8 and 3/4 inch WASTEWATER PERCENT RATE CHANGES

for the Present, Staff, and Company Scenarios.
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DESCRIPTION

ANTHEM RATE
BASE DEFERRAL

POSITION (2)
ANTHEM LEGAL

POSITION (1)
WATER:

$7,482,226
5,962,627

$13,444,853

$7,482,226
5,962,627

$13,444,853

Company: (3)
Adjusted Test Year Revenues
Required Revenue Increase
Total Revenue Requirement

$7,482,226
3,716,815

$1 t ,1 99,041

$7,482,226
3,247,943

$10,780,169

Anthem:
Adjusted Test Year Revenues
Required Revenue Increase (4)
Total Revenue Requirement

-$2,246,812-$2,714,684Revenue Requirement Decrease

83.30%79.81%Rate Design Factor (5)

wAsT EWATE R:

$8,634,017
5,308,401

$13,942,418

$8,684,017
6,308,401

$13,942,418

Company: (6)
Adjusted Test Year Revenues
Required Revenue Increase
Total Revenue Requirement

$8,634,017
3,928,438

$12,662,466

$8,634,017
3,728,950

$12,362,967

Anthem:
Adjusted Test Year Revenues
Required Revenue increase (7)
Total Revenue Requirement

-$1 ,379,963-$1679,451Revenue Requirement Decrease

90.10%88.67%Rate Design Factor (8)

Anthem Rate Design
Schedule 1

ARIZONA-AMERICAN WATER COMPANY
Acc DOCKET nos. W-01303A-09-0343 a. SW-01303A-09-0343

ANTHEM WATER & WASTEWATER DISTRICTS

Development of Stand-Alone Rate Design Adjustment Factors

NOTES:
(1) Anthem Legal Position to Exclude $23.3 Million of Pulte Refunds From Rate Base
(2) Anthem Position to Defer Inclusion in Rate Base of $20.2 Million of Pulte Refunds
(3) Per Company Rebuttal Schedule A-1 .. Anthem Water
(4) Based on Adjusted RUCO Recommendations: Anthem Legal, Schedule 2, and Exhibit DLN-5, Surrebuttal
(5) Factors to be Applied Across-the-Board to Company Rebuttal Water Rate Design Recommendations
(6) Per Company Rebuttal Schedule A-1 - Anthem/Agua Fria Wastewater
(7) Based on Adjusted RUCO Recommendations: Anthem Legal, Schedule 1, and Exhibit DLN-4, Surrebuttal
(8) Factors to be Applied Across-the-Board to Company Rebuttal Wastewater Rate Design Recommendations
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DESCRIPTION

ANTHEM RATE
BASE DEFERRAL

POSITION (2)
ANTHEM LEGAL

POSITION (1)
WATER:

$71 ,71 1 ,438
-2,245,812

$69,465,626

$71 ,71 1 ,438
_2,714,584

$68,996,754

Company Consolidated Revenue Target (3)
Anthem Adjustment (4)
Adjusted Consolidated Revenue Target

96.87%Rate Design Factor (5) 96.21%

WASTEWATER:
$21 ,929,805
-$1 ,379,963
$20,549,842

Company Consolidated Revenue Target (6)
Anthem Adjustment (4)
Adjusted Consolidated Revenue Target

$21 929,805
-$1 579,451
$20,350,354

93.71%92.80%Rate Design Factor (7)

Anthem Rate Design
Schedule 2

ARIZONA-AMERICAN WATER COMPANY
Acc DOCKET nos. W-01303A-09-0343 & SW-01303A-09-0343

ANTHEM WATER & WASTEWATER DISTRICTS

Development of Consolidated Rate Design Adjustment Factors

NOTES:
(1) Anthem Legal Position to Exclude $232, Million of Pulte Refunds From Rate Base
(2) Anthem Position to Defer Inclusion in Rate Base of $20.2 Million of Pulte Refunds
(3) Per Company Water Consolidation Model - Version 4
(4) Per Anthem Rate Design Schedule 1
(5) Factors to be Applied Across-the-Board to Marshall Magruder's Consolidated Water Rate Design Recommendations
(6) Per Company Wastewater Consolidation Model - Version 4
(7) Factors to be Applied Across-the-Board to Company's Consolidated Wastewater Rate Design Recommendations
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